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PEOPLE'S REPUBLIC OF CHINA: KEY ECONOMIC INDICATORS 1/ 
In millions of U.S. dollars unless noted 


OFFICIAL EXCHANGE RATES 


verage 2.33 1985 Average: US$1/RMB 2.94 
1984 Year- oad: US$1/RMB 2.80 1985 Year-end: US$1/RMB 3.20 


1984 Projections 
Domestic Econom 
"Population (millions) 1,036 1,056 
Population Growth (%) 1.1 1.0 
GDP in current dollars 281,250 262,900 
Per capita GDP, current dollars 271 253 250 
Real per capita % change 2/ 12.8 9.0 
GDP in million current yuan 657,400 848,000 
Real GDP % change 13.9 2.5 
General Retail Price (CPI) % change 2.8 
Urban Cost-of-Living % change hed 
Rural General Retail % change 31 


Production and Employment 
Labor force (aitlionsy “ 9 
Official unemployment (avg. % for year) 0 
Industrial production, million current yuan 704, 200 
Real industrial production % change 14.0 
Govt. oper. surplus or deficit as % of GDP 0.9 


Balance of Payments 
PRC Exports F.0O.B. 3/ 26,139 


po 
PRC Imports C.I.F. 21,390 
Trade Balance -1,271 
Current-account Balance 2,509 
Foreign direct investment (approved, new) 4/ 2,651 
Foreign debt, year end (estimated) 10,300 
Debt-service paid (estimated) 1,400 
Debt-service owed (estimated) 1,400 
Debt-service ratio as % of 
merchandise exports (estimated) 5.0 
Foreign exchange reserves (year end) 14,420 
ae exchange rate for year “s32 
X Yuan = U.S. $1.00) 


Foreign Investment 
Total (cumulative, in place) 4/ 3,900 6,100 


U.S. share (cumulative, in place) 4/ 700 1,400 1,800 
U.S. share (%) 17.9 9 


U.S.-China Trade 5/ 
« exports to China (F.A.S) 3,004 3) 3,500 
U.S. imports from China (C.I.F) 3,381 5,000 
Trade Balance -377 -1,500 
U.S. Share of Chinese Exports (%) 12.9 16.7 
U.S. Share of Chinese Imports (%) 14.0 ° 8.1 


Sources: The 1985 State Statistical Bureau (SSB) Yearbook, the SSB 1986 
Statistical Communique on 1985 Economic Performance, IMF International 
Financial Statistics, USG trade data and Embassy economic forecasts. 


Notes: 


I7 All yuan are current yuan for the years given. U.S. dollar values are 
based on average exchange rates for the years given. Declining U.S. 
dollar values reflect periodic Chinese devaluation of the yuan. 
According to SSB, percent changes are based on comparable yuan adjusted 
for inflation and are in real terms. 

Chinese total trade data are based on official Chinese Customs data. 
Data are based on Chinese sources and Embassy estimates. 
Based on U.S. Government data. 





SUMMARY 


China promoted price and industrial management reforms in early 1985, but 
slowed the pace of reform late in the year when faced with rising inflation, 
consumer complaints, mounting state enterprise deficits, and foreign exchange 
outflows. Nevertheless, China made progress in 1985 in raising low prices for 
energy and other short-supply goods, partially freeing domestic markets, and 
increasing enterprise autonomy and managerial authority. Price and other 
dramatic reforms are on hold in 1986, but incremental and experimental 
industrial management reforms continue. 


China's overheated industrial sector grew 23.1 percent 1/ by mid-year 1985, 
with investment surging 43.5 percent over plan. China acted in mid-1985 to 
curb industrial and fixed asset investment growth. It slowed industrial 
growth to 18 percent by year's end, but failed to curb investment effectively, 
a policy setback for Beijing. China's Retail Price Index rose 8.8 percent in 
1985. Supply shortages, poor product quality and low productivity persisted 
throughout the year. Energy and transport remained major bottlenecks. Under 
retrenchment policies, China has greatly slowed the pace of 1986 industrial 
growth. First quarter 1986 industrial growth was 4.4 percent and investment 
growth 9.5 percent. 


China's global trade grew 30 percent in 1985. Imports rose 54.2 percent and 
exports 4.7 percent. China's 1985 trade deficit was about $15 billion. 
U.S.-China trade relations were good, despite differences over proposed U.S. 
trade legislation and the bilateral trade balance. In 1985, the United 
States, China's third largest trade partner, bought 8.3 percent of China's 
exports and supplied 12.2 percent of its imports. U.S.-China trade was 

$8.1 billion in 1985. First quarter 1986 trade was $2.3 billion. The U.S. 
trade deficit was $372 million in 1985 and $429 million in the first quarter 
1986. 


China suffered serious foreign exchange outflows in 1985. It responded with 
tighter foreign exchange and import controls, which have yet to show up in 
monthly merchandise trade figures. Despite foreign exchange concerns, first 
quarter 1986 imports surpassed first quarter 1985 levels. Tighter foreign 
exchange controls may augur slowdowns in some joint venture approvals. 


U.S. vendors have good prospects in computers, energy, transport, quality 
control equipment, electronics, telecommunications, building materials, and 
food processing and packaging equipment. Recently, however, there has been 
rising discontent among foreign businessmen and investors in China. 

Complaints center around the high costs of doing business in China, murky 
regulations and official secrecy, lengthy negotiations, complex bureaucratic 
procedures, difficulties in obtaining foreign exchange and the lack of control 
over local personnel. 


Note: 

1/ Unless otherwise stated, all percentages compare the same periods in a 
given year and the previous year. All percentages, except for domestic 
investment, are in real terms. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Reform in 1985 

China's 1985 economic reforms emphasized enterprise autonomy and decentral- 
ization, and greater reliance on macroeconomic levers for regulating economic 
growth. China widened its use of more flexible "guided production planning,” 
with relative success in provincial and municipal level state enterprises and 
collectives, but key state industries remained subject to mandated planning. 


China tried to reduce the number of deficit enterprises and the cost of 
subsidizing planned deficits through wider adoption of “enterprise profit and 
loss" and “factory responsibility" systems. Management reform, again most 
successful in provincial and municipal enterprises and collectives, sought to 
increase factory manager authority and remove the party from production. 
Management reform was sluggish in key state enterprises. 


Price reforms permitted selected consumer goods, overquota production and 
energy prices to float within set limits. Fixed state prices for 
state-allocated critical materials, energy and transport were raised. State 


enterprise workers and government bureaucrats received limited wage raises in 
late 1985 and early 1986. 


Reforms in 1985 were only partially successful. China was plagued by 
uncontrolled enterprise expansion, excessive capital investment, overly rapid 
industrial growth, supply shortages and purchasing power outstripping the 
availability of goods in demand. Price and wage reforms and adjustments 
caused some inflation. Production and energy efficiency remained low, and 
product quality declined. 


China, forced to pull back on reforms by late 1985, still faces problems in 
1986 with energy and transport bottlenecks, supply shortages, excessive 
investment and unbalanced industrial growth. The pace of reform has slowed in 
1986, as China consolidates gains and the economy recovers from economic side 
effects that arose from 1985 reforms. Wage and price reforms and adjustments 
are on hold until at least 1987, as is further liberalization of enterprise 
profit retention policy, consumption spending, finance and credit. China is 
continuing reforms in enterprise management, enterprise responsibility systems 
and separating the party from production. 


1985 Industrial Performance 

China's industrial sector performed strongly in 1985; some critics said too 
strongly. The momentum of 1984 economic growth and ongoing economic reforms 
combined to push industrial growth to 23.1 percent by mid-year. Alarmed, 
China adopted a mix of administrative and macroeconomic controls to curb 
industrial growth. It limited credit and financing; reduced out-of-plan sales 
at negotiated prices; and used regulatory and other special taxes to curb 
enterprise expansion and shrink profit margins. Over 90 percent of China's 
industrial enterprises became liable for income and regulatory taxes in 1985. 
China succeeded in cooling economic growth by year's end. 


The Gross Value of Industrial Output (GVIO) (876 billion yuan) rose 
18 percent in 1985. State-sector industrial output grew 12.9 percent and 





collective industrial output was up 31 percent. Private industrial output, a 
very small sector, grew 150 percent. 


Heavy industrial output (467 billion yuan) grew 17.9 percent in 1985. Four- 
fifths of China's 100 major heavy industries met or surpassed 1985 state plan 
targets. Power generating equipment (up 20 percent), machine tools (up 

15.7 percent), motor vehicles (up 38.7 percent), pig iron (up 9.8 percent), 
steel (up 7.3 percent) and cement (up 15.8 percent) had greatest growth. 
Industrial acids (down 18.2 percent), fertilizer (down 8.6 percent) and 
agricultural pesticides (down 3l percent), headed the list of industries that 
did poorly in 1985. 


Light industrial output (409 billion yuan) grew 18.1 percent in 1985. China 
increased the variety of light industrial and consumer goods. Growth was 
greatest for consumer durables, such as color televisions (up 206 percent), 
refrigerators (up 154 percent) and washing machines (up 52.8 percent). Other 
front runners, growing 9 to 64 percent were pharmaceuticals, paper products, 
bicycles, cameras, and tape recorders. Shoppers still faced major consumer 
goods shortages and product quality problems in 1985. 


Planned 1986 Industrial Growth and First Quarter Performance 

Industrial growth curbs adopted in 1985 still exerted influence in 1986. 
First quarter GVIO growth (198.7 billion yuan) dropped to 4.4 percent, a much 
more controlled rate than in January-March 1985. Both heavy and light 
industrial growth slowed in the first quarter. Heavy industrial output 

(97.4 billion yuan) grew 4 percent. Growth for industrial inputs and 


construction materials ranged from 6.6-13 percent, close to 1985 levels and in 
line with 1986 plan targets. Light industrial output (101.3 billion yuan) 
rose 4.7 percent. Growth in high demand consumer goods averaged about 

25 percent, down from 100-200 percent growth rates in 1985. China's 1986 
economic plan calls for 8 percent growth in GVIO, 7 percent in the value of 


heavy industrial output, and 9 percent in the value of light industrial 
output. 


1985 Energy Sector Growth 

Despite extensive official attention and production increases, energy was 
still a major economic bottleneck in 1985. Power demands grew rapidly, energy 
distribution was inefficient, and China remained a profligate energy waster. 
Power shortfalls reached 50 billion kilowatt hours (KWH) in 1985, and power 
rationing was common. Coal, China's premier energy resource, supplied about 
70 percent of China's total 1985 energy needs. 


Total 1985 energy production was 839 million metric tons standard coal 
equivalent (MTCE), up 7.8 percent. Raw coal output (850 million MT) rose 

7.7 percent. Total electric power generation (407.3 billion KWH) grew 

8 percent. Of this, hydroelectric power generation (91 billion KWH) rose 

4.8 percent. Crude oil output (125 million MT) grew 8.9 percent. Total 1985 
reported energy savings exceeded 30 million MTCE, a 4.7 percent increase over 
China's 1984 energy conservation rate. 


China is stressing coal production and relying heavily on coal-fired electric 
power generation in 1986. China's future oil industry plans are vague. Weak 
world oil prices have affected China's oil exploration and export policies. 





Oil exploration and development budgets for 1986 were cut nearly 13 percent. 
China does not plan to increase oil exports in 1986. If China holds oil 
exports at the 1985 level, it will earn about $2.5 billion less in export 
revenues than in 1985. Nuclear energy remains a low priority in 1986. 


Planned 1986 Energy Growth and First Quarter Performance 

Although China's total energy output for the first quarter generally kept pace 
with industrial growth, energy shortfalls still plagued the economy. Electric 
power generation (100 billion KWH) increased 7.6 percent, but raw coal output 
(200 million MT) rose only 1.1 percent, and oil production (30.9 million MT) 
grew only 2 percent. The 1986 economic plan targets total energy production 
(858.5 million MTCE) to grow 3-4 percent. Electric power generation (430 
billion KWH) is expected to rise 5.6 percent, raw coal output (870 million MT) 
to grow 3.5 percent, and oil production (130 million MT) to increase 4 percent. 


1985 Transport Sector Performance 

China improved 1985 passenger and freight transport efficiency. Total freight 
volume was 1,666.8 billion metric ton/kilometers (MT/KM), up 15 percent and 
total passenger volume was 424.8 billion person-kilometers, up 17.3 percent. 
Rail freight volume (812.5 billion MT/KM) grew 12.1 percent and waterborne 
freight volume (757.2 billion MT/KM) rose 19.5 percent. Rail passenger volume 
rose 18.1 percent, water transport passenger volume grew 17.2 percent and road 
passenger transport volume increased 15.4 percent. 


China's inland and ocean shipping industries combined to move 185.2 million MT 
of freight in 1985 (up 9.5 percent), and its major seaports transshipped 311 
Million MT of freight (up 13 percent). Railways transported 1.28 billion 

MT tons in 1985 (up 5.2 percent). China still relies most heavily on its 
vastly overburdened rail system for freight transport. 


Planned 1986 Transport Development and First Quarter Performance 

Transport is another serious economic bottleneck. Development plans in 1986 
stress modernizing rail, road and water transport infrastructures. Priority 
is on railway improvements: double-tracking, electrification, dispatching, 
signaling, communications, and reducing short-haul passenger and freight 
loads. China is expanding and upgrading existing highways, and putting in 
more paved roads and expressways. There is new emphasis on improving inland 
water transport routes, ports and harbors; building ocean-going ship berths 
and container facilities; and upgrading port traffic control. China also has 
renewed efforts to integrate rail, road and water transport in 1986. 


Rail freight tonnage (317 million MT) grew 4.2 percent in the first quarter. 
Railways carried 269 million passengers, down 13 percent from January-March, 
1985. Rail freight is targeted to grow 3.5 percent (to 1.32 billion MT) in 
1986. First quarter waterborne freight (45 million MT) grew 9.8 percent. 


1985 Rural Sector Growth 

Gross Rural Output (619.5 billion yuan), the combined gross output of all 
agricultural and non-agricultural rural operations, grew 15.6 percent in 

1985. Output for industry, commerce, transportation and construction by rural 
collectives and individuals rose 37.4 percent, accounting for 42.3 percent of 
total rural sector growth. Changing rural output shares highlight structural 





changes that occurred as 1985 economic policy shifted more farmers into rural 
industry, commerce and services. 


The Gross Value of Agricultural Output (GVAO) (451 billion yuan) grew 
13 percent. Agricultural sidelines, including cash crops, were about 
50 percent of GVAO, up from 42 percent in 1984. Village-run industries, one 
of the most dynamic rural sectors, grew over 40 percent and was about 
20 percent of GVAO. Grain yields declined 7 percent (a setback) and cotton 


yields 33.7 percent (planned), but other cash crop output rose, largely in 
response to prices. 


The rural sector responded well to 1985 reforms. China raised state purchase 
prices for grain and other staple foods, expanded agricultural contract 
programs, and encouraged growth in village-run industries. But, below-plan 
grain output in 1985 led some important Chinese officials to question the 
wisdom of fostering rural industry growth at the expense of grain production. 


Planned 1986 Rural Sector Development 

The 1986 Economic Plan calls for 3 percent GVAO growth, 6 percent counting 
rural industrial output. China's 1986 agricultural policy stresses rural 
diversification and agricultural sidelines, especially export sidelines. It 
responds to concerns over falling grain production by calling for more state 
spending for agriculture, more state grain purchases at higher negotiated 
prices, more local subsidization of agriculture, more agricultural inputs at 
favorable prices, and assured adequate working capital for farmers. 


1985 Domestic Fixed Asset Investment 

Failure to curb 1985 domestic investment was a policy setback for Beijing, 
which adopted strict fiscal policies at mid-year to curb growth. State-sector 
capital construction investment (fixed plant and equipment, housing and 
supporting infrastructure), a key measure of state control over spending, had 
Slowed in the third quarter, but surged in the fourth quarter to end 1985 

32.6 percent over plan, despite high level official attention. China did 
succeed in slowing collective and individual fixed asset investment growth. 


Total urban and rural fixed asset investment (capital construction and 
technical renovation) was 247.5 billion yuan by the end of 1985 (up 

35 percent). Of this, state-sector fixed asset investment was 165.2 billion 
yuan (up 40 percent). The state spent 106.1 billion yuan (up 42.8 percent) on 
capital construction and 59.1 billion yuan (up 33.7 percent) on technical 
renovation. Fixed asset investment by urban and rural collectives was 

32.7 billion yuan (up 37.9 percent). Private investment was 49.6 billion yuan 


(up 21.3 percent). Energy investment reached 20 billion yuan (up 
20.6 percent). 


Planned 1986 Fixed Domestic Investment and First Quarter Performance 

China has a much tighter 1986 fiscal policy. Although the 1986 state credit 
plan maintains investment in basic infrastructure and industry, it slashes 
consumption spending through close monitoring of enterprise-held funds; 
reduces national credit and investment by drawing down on state credit 
channels and bank loans; and shrinks non-productive investment. Out-of-plan 
and non-productive investment is reduced 10-20 percent from 1985 levels, but 





fixed asset and key construction project investment is kept at roughly 1985 
levels. Collective and individual investment is more strictly regulated. 


Total planned 1986 state-sector fixed asset investment is 157 billion yuan. 

The state will invest 95 billion yuan in planned capital construction and 

42 billion yuan in technology reform and equipment renewal spending. About 

17 billion yuan is budgeted for other capital assets. Investment in energy, 
raw and semi-finished materials, and transport will be 51.4 percent of total 
1986 planned capital construction spending, up from 46.8 percent in 1985. 


Most of the 1986 state budget's 4 billion yuan increase is for energy and 
transport. 


Total first quarter 1986 state-sector investment reportedly was 9.44 billion 
yuan (up 9.5 percent). Of this, fixed asset and equipment spending was 

6.2 billion yuan (up 6.5 percent), and non-productive investment was 

3.25 billion (up 15.5 percent), including 1.4 billion yuan for housing (up 
10.3 percent). Investment in state industries was 4.97 billion yuan (up 
10.9 percent). Of this, 2.54 billion yuan was for energy (up 15.7 percent) 
and about 1.3 billion yuan for transport (down 4 percent). State-sector 


technological and equipment renewal investment was 4.12 billion yuan (up 
47 percent). 


Price Indicies and Urban and Rural Incomes 

China's 1985 General Retail Price Index rose 8.8 percent. Price rises 
averaged 12.2 percent in urban and 7 percent in rural areas. Food costs rose 
11-35 percent, with staples at the low end and fresh foods at the high end. 
Fuel costs rose about 4 percent. Average 1985 wages (1,142 yuan) for state 
enterprise and government employees nominally rose 17.2 percent. But, 1985 
consumer price rises reduced real growth in worker and staff wages to 

4.7 percent, and real incomes for some workers decreased slightly. Urban per 
capita income, including subsidies and other imputed income, (752 yuan) 
nominally rose 23.8 percent, 10.6 percent in real terms. Rural per capita 
income (397 yuan) nominally grew 11.8 percent, 8.4 percent in real terms. 
Urban incomes grew at a faster rate than rural incomes in 1985. China seeks 
to speed up the rural rate in 1986 in order to shrink urban-rural income 
gaps. 


1985 China Trade and the U.S. Share 

Chinese Customs data showed China's 1985 total trade at $69.6 billion (up 

30 percent), with imports at $42.3 billion (up 88 percent) and exports at 
$27.4 billion (up 4.7 percent). China had a 1985 trade deficit of 

$14.9 billion. Japan, China's largest trade partner in 1985, had a 30 percent 
share of total Chinese trade, followed by Hong Kong with 17.8 percent and the 
United States, China's third largest individual trade partner in 1985, had 


10.6 percent of total trade. The European Economic Community had a 12 percent 
trade share. 


Chinese data had the United States supplying 12.2 percent of all Chinese 
imports, second after Japan, and taking 8.3 percent of all Chinese exports, 
third after Japan and Hong Kong. China's first quarter 1986 trade was 


$14.64 billion (up 2.2 percent). Exports were $5.85 billion (up 3 percent). 
Imports were $8.79 billion (up 1.7 percent). 





U.S. data put 1985 U.S.-China trade at $8.1 billion, up 27 percent. In 1985, 
China took 1.8 percent of all U.S. exports (up from 1.4 percent) and supplied 
1.2 percent of all U.S. imports (up from 1 percent), becoming the 16th ranked 
U.S. trade partner in 1985, up from 19th in 1984. U.S.-China first quarter 
1986 trade was $2.3 billion (up 31 percent). U.S. exports to China were 

$920 million (up 17.8 percent). U.S. imports from China were $1.4 billion (up 


42 percent). The U.S. first quarter trade deficit was $429 million (up 
153 percent). 


IMPLICATIONS FOR THE UNITED STATES 


Best Prospects 

The principal U.S. exports to China in 1985 were commercial aircraft 

(15.3 percent of total U.S. exports to China), logs and lumber (8.4 percent), 
and coal-cutting, mining, and well-drilling machinery (8.4 percent). China's 
principal exports to the United States were crude oil and oil products 

(25.6 percent of Chinese exports to the United States), clothing and 
accessories (23.4 percent), and yarns and fabrics (10.8 percent). U.S. 
agricultural exports to China (excluding timber) have declined steadily since 


the 1980-81 high and now account for only about 4 percent of U.S. exports to 
China. 


China continues to find the price, quality and performance of U.S. equipment 
and technology attractive. U.S. vendors have good 1986-1987 sales prospects, 
especially for World Bank and Chinese-financed major projects. Best U.S. 
opportunities are in computers, energy, transportation, quality control and 
manufacturing equipment, telecommunications, electronics, building materials, 
and food processing and packaging. Energy sector needs include onshore and 
offshore oil and natural gas exploration and development equipment and 
technology; coal extraction, washing and transport (including slurry) 
equipment; remote-sensing, data processing, safety and monitoring systems for 
mining; and equipment for thermal power plant construction, power generation 
and transmission. Some transport needs are aircraft and air navigation 
systems; locomotives, rolling stock and railway signalling and dispatching 
equipment; and railway, road and bridge building equipment. 


Other good prospects are electronic and electrical analysis instruments, 
control devices and signal generators. China wants computers (especially 
mainframes), peripherals and software; semi-conductors, integrated and printed 
circuits, switches and relays, and other high technology components. 
Telecommunications focus on telephone switching and satellite transmission 
systems. New prospects have opened up in food processing, packaging, and 
building material industries, especially for production, process and control 
systems needed to raise domestic production quality. 


Foreign Exchange Reserves and Trade 

China responded to serious foreign exchange reserve depletion in 1985 by 
tightening foreign exchange and import controls, but these new constraints 
have yet to produce notable import declines. In fact, imports in the first 
quarter 1986 rose 1.7 percent over the same period in 1985. China offset 
import rises by increasing first quarter exports by 3 percent, remarkable in 
light of the recent decline in world oil prices and the fact that almost 
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25 percent of China's 1985 export earnings came from oil and oil products. 
China reported year end foreign exchange reserves of $11.9 billion, down 

$2.5 billion from 1984. The difference between China's 1985 trade deficit and 
the lower drop in reserves was credited to invisibles earnings and foreign 
borrowings. China ended the first quarter 1986 with $10.4 billion in foreign 
exchange reserves. 


Despite foreign exchange concerns, China is committed to maintaining 1986 
imports at roughly 1985 levels. It is emphasizing critical and strategic 
imports and minimizing consumer imports. China is financing most 1986 import 
needs through increased exports. Although still conservative about taking on 
debt, China is now more willing to borrow commercially. In order to conserve 
foreign exchange, China has begun asking foreign vendors to take some payment 
in barter, countertrade, compensation trade and counterpurchase trade. 
Foreign firms negotiating joint ventures in China are under greater pressure 
to produce for export to pay for their joint ventures. China favors 
production industry joint ventures, and sensitivity to foreign exchange 
outflows will potentially lead to slowdowns in service industry joint venture 
approvals. 


Trade Related Problems 

U.S.-China trade relations generally were good in 1985, despite disagreement 
and discontent on both sides. Greatest potential friction lies in Chinese 
fears of perceived United States protectionist legislation. China attacked 
U.S. textile legislation under consideration in the Congress as violating 
bilateral trade agreements and threatened retaliation if the bill were 
enacted. Textile trade, which replaced oil in 1986 as China's primary export 
sector, remains a source of trade friction with the United States. 


Discrepancies over merchandise trade data and the trade balance is another 
sticking point. Chinese and U.S. 1985 trade statistics differed by 

$1 billion, and diverged widely in defining the trade balance. China claimed 
that it had a $2.7 billion trade deficit with the United States in 1985. 

U.S. data showed the United States had a $372 million deficit over the same 
period. The discrepancy is due to China's failure to count transshippments 
through Hong Kong to the United States, while the United States counts direct 
Chinese exports through Hong Kong on a “country of origin" basis. 


There is no U.S.-China Maritime Agreement at present. U.S. shippers have 
serious problems securing outbound cargo because of China's restrictive cargo 
allocation system. Average ship turnaround in Chinese ports is 45 days. U.S. 
shippers have reported waiting up to 90 days and complain that Chinese vessels 
receive preferential treatment for both berths and cargo. The United States 
seeks an agreement that will allow U.S. carriers to compete more equitably for 
cargo. China opposes cargo sharing. 


China's 1985 Business and Investment Climate 

There is discontent among foreign investors in China, who complain about the 
high cost of operating in China, lengthy negotiations, murky regulations, 
official secrecy, complex bureaucratic procedures, difficulties in obtaining 
foreign exchange and lack of control over local personnel. Office and living 
space for foreign firms and employees is very limited and at a premium. 





Negotiations are confusing because China often does not clearly identify its 
authorized negotiators, and successful negotiations do not guarantee approvals. 
Most contracts must be approved by government bureaus which neither participate 
in negotiations nor publish the criteria applying to investment applications. 
China strictly controls foreign exchange at all levels of the approval process, 
often citing foreign exchange unavailability as the reason for denying an 
application. Foreign joint venture partners have little say in employee 
Matters. Chinese government labor bureaus supply all Chinese employees, 
including managerial personnel, all of whom are paid through the Chinese 
partner. The Chinese fix local employee salaries, which frequently are 

5-10 times higher than domestic wages for comparable work. But, local joint 
venture employees receive only domestic rates. In effect, foreign partners 
pay for State subsidies provided Chinese nationals. 


China, dissatisfied with the amount and types of foreign investment it has 
attracted, recognizes there are problems and is committed to remedial action. 
In March 1986, China formed a supra-ministerial ombudsman group for joint 
venture-related issues, including taxation and approval procedures. 


China actively seeks concessionary financing for large-scale projects. To 
date, China has succeeded in obtaining such assistance and minimizing foreign 
commercial borrowing. The United States Government generally does not offer 
concessionary trade financing, but the U.S. EXIM Bank offers export financing 
at the lowest OECD rates. The U.S. Trade and Development Program funds some 
feasibility studies which help U.S. firms to participate in Chinese projects. 


U.S. Investment in China 

U.S. firms investing in China have licensing, technology transfer and co- 
production agreements and equity joint ventures. Embassy Beijing estimates 
that there are now 105 U.S.-China joint ventures in China, representing $1.4 
billion in American equity investment. The United States is China's second 
largest investment partner, behind Hong Kong/Macao. The United States and 
China continue negotiations on a bilateral investment treaty which would 
codify U.S. investor rights. A U.S.-China Bilateral Tax Treaty, which 
eliminates double taxation, has been ratified. 


Trade Promotion 

The U.S. is represented in China by the Embassy in Beijing (Tel: 523831; 
Tlx: 22701), and Consulates General in Shanghai (Tel: 379800; Tlx 33383), 
Guangzhou (Tel: 69900; Tlx 44439), Chengdu (Tel: 24481; Tlx: 60128) and 
Shenyang (Tel: 290038; Tlx: 80011). Commercial representatives are at all 
missions. Agricultural officers are at the Embassy and in Guangzhou. 
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